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Summary 

This report analyzes variation in the mortgage interest deduction tax expenditure across states. 
Tax expenditures, such as the mortgage interest deduction, can generally be viewed as 
government spending administered via the tax code, or as tax incentives that are intended to 
achieve particular policy objectives. Regardless of the interpretation, tax expenditures provide a 
benefit to qualifying taxpayers by lowering their federal tax liabilities. Recent proposals to 
change the mortgage interest deduction could affect how its benefits are distributed. 
Understanding how the deduction’s benefits are currently distributed across taxpayers in different 
states may help Congress in assessing the potential impact on constituents from a particular 
policy change. 

Currently, a homeowner may deduct the interest they pay on a mortgage that finances a primary 
or secondary residence as long as they itemize their tax deductions. The amount of interest that 
may be deducted is limited to the interest incurred on the first $ 1 million of combined mortgage 
debt and the first $100,000 of home equity debt ($1.1 million total). If a taxpayer has a mortgage 
exceeding $ 1 million they may still claim the deduction, but they must allocate their interest 
payments appropriately to ensure that only the interest associated with the first $1 million of debt 
is deducted. The Joint Committee on Taxation (JCT) has consistently estimated the mortgage 
interest deduction to be one of the largest tax expenditures. 

The results of the analysis presented in this report indicate that the benefits of the mortgage 
interest deduction are not distributed uniformly across the states. A number of reasons that likely 
explain why the variation exists are discussed, including differences in homeownership rates, 
home prices, state and local tax policies, and area incomes. The data used in this report, however, 
are unable to isolate and quantify the effect each one of these factors has on the variation across 
states. 

In recent years a number of proposals to modify the mortgage interest deduction have emerged. 
Some proposals would reduce the maximum mortgage amount on which the mortgage interest 
deduction could be taken, presumably to better target potential new homeowners and moderate 
income taxpayers. Other proposals have suggested converting the deduction to a tax credit. A 
credit would provide the same dollar-for-dollar benefit to claimants regardless of income, and 
would not require itemization. Still other proposals would preserve the provision as a deduction, 
but limit the rate at which higher income taxpayers could deduct interest. 

Analysis of several of the more frequently proposed changes suggests that some of them may 
provide a benefit that is more uniformly distributed. For example, limiting the size of mortgages 
that qualify for the deduction could reduce some of the variation that is caused by regional 
differences in home prices. Replacing the deduction with a credit, or limiting the rate at which 
interest could be deducted, could reduce variation in benefits caused by differences in area 
incomes. Still, it is important to understand that any change to the mortgage interest deduction 
would likely require careful consideration over how to transition to the new policy to minimize 
disruptions to the housing market and overall economy. 
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Introduction 

This report presents data on the geographic distribution of the mortgage interest deduction (MID) 
tax expenditure. Tax expenditures can generally be viewed as either government spending 
administered via the tax code, or tax incentives that are intended to achieve particular policy 
objectives. Regardless of the interpretation, tax expenditures such as the mortgage interest 
deduction provide a benefit to qualifying taxpayers by lowering their federal tax liabilities. For 
this reason, and because policy makers have expressed interest in increasing equity in the tax 
code, it is important to understand how the benefits of the mortgage interest deduction are 
distributed. 1 Additionally, understanding how the benefits of the deduction are currently 
distributed across taxpayers in different states may help Congress in assessing the potential 
impact on constituents from a particular policy change. 2 



Background 

Currently, a homeowner may deduct the interest paid on a mortgage that finances a primary or 
secondary residence as long as they itemize their tax deductions. 3 The amount of interest that may 
be deducted is limited to the interest incurred on the first $1 million of combined mortgage debt 
and the first $100,000 of home equity debt ($1.1 million total). If a taxpayer has a mortgage 
exceeding $ 1 million they may still claim the deduction, but they must allocate their interest 
payments appropriately to ensure that only the interest associated with the first $1 million of debt 
is deducted. 

The value of the deduction generally increases with a taxpayer’s income. There are two primary 
reasons for this. First, the value of the mortgage interest deduction, like all deductions, depends 
on an individual’s marginal tax rate. For example, an individual in the 25% marginal tax bracket, 
paying $10,000 in mortgage interest, would realize a reduction in taxes of $2,500 ($10,000 
multiplied by 25%). In comparison, for someone in the 35% tax bracket the reduction in taxes for 
deducting the identical amount of interest would be $3,500 ($10,000 multiplied by 35%). Second, 
higher-income individuals tend to purchase more expensive homes, which results in larger 
mortgage interest payments, and hence, a larger deduction. 

Although many contend that the purpose of the mortgage interest deduction is to promote 
homeownership, this was not the deduction’s original purpose. When laying the framework for 
the modem federal income tax code in 1913, Congress recognized the importance of allowing for 
the deduction of expenses incurred in the generation of income, which is consistent with 
traditional economic theories of income taxation. 4 As a result, all interest payments were made 



1 For example, Senate Finance Committee Chairman Max Baucus and House Ways and Means Committee Chairman 
Dave Camp stated jointly “For the good of our economy, and for the sake of making the tax code simpler and fairer for 
families, Congress needs to come together to realign the tax code.” https://taxreform.gov/why-reform.html. 

2 While there are other distributions that might be of interest to policy makers (e.g., across income levels), analysis of 
these other distributions is beyond the scope of this report. 

3 The alternative to itemizing one’s tax deduction is to claim the standard deduction. 

4 Sen. William Borah, Congressional Record, August 28, 1913, p. S3832. 



Congressional Research Service 



1 



An Analysis of the Geographic Distribution of the Mortgage Interest Deduction 



deductible with no distinction made for business, personal, living, or family expenses. 5 It is likely 
that no distinction was made because most interest payments were business related expenses at 
the time and, compared to today, households generally had very little debt on which interest 
payments were required — credit cards had not yet come into existence and the mortgage finance 
industry was in its infancy. Among those that did hold a mortgage, the majority were farmers. 

For more than 70 years there was no limit on the amount of home mortgage interest that could be 
deducted. The Tax Reform Act of 1986 (TRA86; RL. 99-514) eventually restricted the amount of 
mortgage interest that could be deducted and limited the number of homes for which the 
deduction could be claimed to two. Mortgage interest deductibility was limited to the purchase 
price of the home, plus any improvements, and on debt secured by the home but used for 
qualified medical and educational expenses. 6 Subsequently, the Omnibus Budget Reconciliation 
Act of 1987 (RL. 100-203) resulted in the basic deduction limits that exist today. 

In recent years a number of proposals to modify the mortgage interest deduction have emerged. 
Some proposals would reduce the maximum mortgage amount on which the mortgage interest 
deduction could be taken, presumably to better target potential new homeowners and moderate 
income taxpayers. Other proposals have suggested converting the deduction to a tax credit. A 
credit would provide the same dollar for dollar benefit to claimants regardless of income, and 
would not require itemization. Still other proposals would preserve the provision as a deduction, 
but limit the rate at which higher income taxpayers could deduct interest. Specific proposals are 
presented and analyzed later in this report, after analysis of the data. 



Data Analysis 

The Joint Committee on Taxation (JCT) has estimated that the mortgage interest deduction 
reduced federal tax revenues by $68.5 billion in FY2012. 7 This implies that individuals claiming 
the mortgage interest deduction realized a benefit of the same magnitude in the form of reduced 
taxes. The following analysis seeks to describe how this benefit is distributed across states using a 
variety of statistical measures. Because the JCT does not produce tax expenditure estimates on a 
state-by-state basis, an approach that accounts for state-level differences in incomes and in 
amounts of mortgage interest deducted was used to allocate the JCT’s national expenditure 
estimate to the states. Appendix A presents the data contained in this section in tabular form. A 
summary of the allocation method and data sources may be found in the Appendix B. 



Tax Expenditure Per Capita 

Figure 1 displays the estimated per capita mortgage interest deduction tax expenditure for each 
state. The data presented in the figure may be interpreted in one of two ways: (1) the amount of 
federal spending per person in each state that is attributable to the mortgage interest deduction 



5 U.S. Congress, Senate Committee on the Budget, Tax Expenditures: Compendium of Background Material on 
Individual Provisions , committee print, prepared by Congressional Research Service, 1 10 th Cong., 2 nd sess., December 
2008, S. Prt. 1 10-667 (Washington: GPO, 2008), p. 330. 

6 Ibid. 

7 U.S. Congress, Joint Committee on Taxation, Estimates of Federal Tax Expenditures For Fiscal Years 2012-201 7, 
committee print, 1 13 th Cong., 1 st sess., February 1, 2013, JCS-1-13 (Washington: GPO, 2013). 
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that is administered through the tax code; (2) the average reduction in federal tax liability realized 
by individuals in each state from allowing mortgage interest to be deducted. Nationwide, the 
average per capita tax expenditure in 2012 was $219. 



Figure I . Mortgage Interest Deduction Tax Expenditure Per Capita, 20 1 2 




Source: CRS estimates. 



Notes: See Appendix B for discussion of methodology. 



Figure 1 shows that variation exists between the states in the benefit they receive from the 
deduction. To account for differences in populations, Figure 1 displays the tax expenditure data 
in per capita terms. The residents of Mississippi and West Virginia were the smallest per capita 
beneficiaries of the mortgage interest deduction. Residents in Mississippi received on average 
about $87 in mortgage interest deduction tax expenditures in 2012, while West Virginians realized 
a slightly larger benefit of $88 per person. In contrast, the residents of the District of Columbia 
were the largest beneficiary with a per person tax expenditure estimate of $426, followed by 
residents of Maryland with a benefit of $4 1 4 per person. Stated differently, the per capita benefit 
in the District of Columbia and Maryland is estimated to be nearly five times the per capita 
benefit in Mississippi and West Virginia. The results are similar when the 10 smallest per capita 
beneficiary states are compared to the 10 largest per capita beneficiary states. Residents of the 10 
smallest beneficiary states received an average of $106 per person in mortgage interest deduction 
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tax expenditures while residents of the 10 largest beneficiary states averaged $350 per person, or 
nearly 3.5 times as much per person. 8 

Figure 1 also highlights where the largest and smallest beneficiary states are located. The benefits 
are most highly concentrated along the mid- Atlantic and northeastern coastal states, and the west 
coast. Several other states scattered throughout the country also are among the largest 
beneficiaries, such as Colorado, Hawaii, Illinois, and Minnesota. The states receiving the least 
benefit per person are mostly found in the Midwest and Southern regions of the country, as well 
as portions of the Southwest and Northwest. 



Share of Tax Filers Claiming the MID 

Another way to examine the mortgage interest deduction is to look at the distribution of tax filers 
claiming the deduction. The deduction was claimed on 25% of tax returns nationally. However, 
there was considerable variation in claim rates across the country (see Figure 2). For example, 
South Dakota and North Dakota had the lowest claim rates, with 14% and 15% of their tax filers 
claiming the deduction, respectively. The highest claim rates were found in Connecticut, where 
33% of filers claimed the deduction, and Maryland, where 35% of filers claimed it. Generally, 
claim rates were highest along the west coast and portions of the east coast. Tax filers in several 
western states, such as Colorado, Idaho, and Utah, and Midwestern states such as Illinois, 
Minnesota, and Wisconsin also claimed the deduction at rates higher than the national average. 



8 The 10 largest beneficiaries were California, Colorado, Connecticut, D.C., Hawaii, Massachusetts, Maryland, New 
Jersey, Virginia, and Washington. The 10 smallest beneficiaries were Arkansas, Iowa, Kentucky, Louisiana, 
Mississippi, North Dakota, Oklahoma, Ohio, South Dakota, and West Virginia. 
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Figure 2. Percentage ofTax Filers Claiming the Mortgage Interest Deduction, 201 I 




Source: CRS calculations using Internal Revenue Service’s 201 I Statistics of Income (SOI), http://www.irs.gov/ 
uac/SOI-Tax-Stats — Historic-Table-2. 



Share of Homeowners Claiming the MID 

Some may have the impression that all homeowners benefit from the mortgage interest deduction. 
In fact, only about half of all homeowners nationally (48%) claim the deduction, as shown in 
Figure 3. Several factors may explain why some homeowners do not claim the deduction, 
including not having a mortgage, low mortgage payments (either from being towards the end of 
the mortgage period or due to living in a low cost area), or living in a state without an income tax. 
These factors are discussed in greater detail below. 

The distribution of homeowners who claim the mortgage interest deduction generally mimics the 
distribution of tax filers who claim the mortgage interest deduction. States such as Louisiana, 
Mississippi, North Dakota, South Dakota, and West Virginia had the lowest percentage of 
homeowners who claimed the deduction. Homeowners on the west coast and parts of the mid- 
Atlantic and northeastern states had some of the highest claim rates, as did Colorado, Utah, and a 
handful of other states scattered across the country. 
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Figure 3. Percentage of Homeowners Claiming the Mortgage Interest Deduction 




Source: CRS estimates. 

Notes: See Appendix B for discussion of methodology. 



Tax Expenditure Per MID Claimant 

Figure 4 displays geographic distribution of the mortgage interest deduction tax expenditure per 
claimant for each state. The data show that Americans claiming the mortgage interest deduction 
saved approximately $1 ,906 in taxes on average in 2012. Given the variation in tax filers 
claiming the mortgage interest deduction and variation in the percent of homeowners claiming the 
deduction, it is not surprising that Figure 4 indicates that there is variation across the country in 
the benefit received by those claiming the deduction. Claimants in D.C. received the largest 
average benefit ($3,272) as the result of the deduction, followed by homeowners claiming the 
deduction in California ($2,974). At the other end of the spectrum, homeowners in Ohio who 
claimed the deduction received the smallest average benefit ($891), followed by Iowa claimants 
($1,177). Stated differently, on average, D.C. tax filers who claimed the deduction realized a 
reduction in their tax liability that was nearly four times that of claimants in Ohio. 
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Figure 4. Mortgage Interest Deduction Tax Expenditure Per Claimant 




Source: CRS estimates. 



Notes: See Appendix B for discussion of methodology. 

More generally the distribution shown in Figure 4, like the previous two, is skewed toward 
particular geographic areas of the country. Claimants in the mid-Atlantic states, as well as those 
on the northeast coast, typically benefited the most. The same is true for most of the west coast 
(although, beneficiaries in Oregon received less than the national average). Homeowners in 
Colorado and Utah, as well as Alaska and Hawaii, were also some of the largest beneficiaries of 
the deduction. Claimants in the Midwest and southern states were generally those who benefited 
the least from the deduction. 



Reasons for the Variation in MID Beneficiaries 

There a number of factors that are likely contributing to the state variation in the various 
mortgage interest deduction tax expenditure figures presented thus far. Isolating and quantifying 
the precise effect each factor may have on how many homeowners in a state claim the deduction 
or on the average benefit received from the deduction is complicated by the interaction of the 
various factors and the use of state -level data. Still, it is useful to highlight general differences 
among states that are likely contributing to the variation. Understanding what is causing variation 
in the benefits bestowed by the mortgage interest deduction is helpful in analyzing potential 
policy changes. 
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Homeownership Rates 

Since the mortgage interest deduction is only available to homeowners, variation in 
homeownership rates will naturally contribute to variation in which tax filers claim the deduction 
and therefore who benefits from the deduction. Figure 5 shows that homeownership rates varied 
across states from a low of 41.2% in D.C. to a high of 72.8% in Minnesota in 2011. 9 
Homeownership rates appear to be lowest in several states that have a concentration of their 
population in relatively higher cost-of-living areas such as New York, California, and Hawaii, and 
highest in less densely populated and lower cost-of-living areas such as Iowa, West Virginia, 
Delaware, and Wyoming. 



Figure 5. Homeownership Rates in 201 I 




Source: CRS estimates using the U.S Census Bureau’s 201 I American Community Survey, 
http://www.census.gov/acs/. 



Notes: The homeownership rate for each state is defined as the number of owner occupied units divided by the 
total number of occupied units. 



All else equal, states with higher homeownership rates shoidd expect to see higher claims rates 
because more taxpayers would be eligible for the deduction. How well variation in the 



9 Homeownership rates displayed in Figure 5 may be below average historical levels in some states that were 
particularly hard hit by the Great Recession. 
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